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L Hill « Schroderus & Co., LLP

“Certified PUblic Accountants & Consultants

August 29, 2007

Independent Audiiors’' Report

Superintendent and

Board of Education

Beaver island Community School
Beaver island, Michigan

We have audited the accompanying financial statements of the governmental acilivities, each major
fund, and the oggregate remoining fund information of Beaver Island Community School, as of and for
the vear ended June 30, 2007, which colleciively comprise the School District's basic financial
siaiements os listed in the table of contents. These financial statements are the responsibility of the

Schools management. Qurresponsibility is to express opinions on these financial statements based on
our oudit,

We conducted our audit in accordance with audiling standards generally accepied in the Uniled
States of America ond the siandards applicable to financial audils confained in Government Auditing
Stondards, issued by the Complrolier General of the United States. Those standords require thaot we
plan and perform the audit to obiain reasonable assurance about whether the financial siatements
are free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial staiements.  An audit also includes assessing the
accounting principles used and significant estimates made by management, as wel as evaiucting the
overall financial statement presentation. We believe that our audit provides areasonable basis forour
opinions.

In our opinion, the financial statements referred to above present falry, in all material respecis, the
respective financidl position of the governmental activities, each major fund, and the aggregaie
rernaining fund infermation of Beaver islond Community School, as of June 30, 2007, and the respective
changes in financial position, thereof for the year then ended, in conformity with accounting principles
generally accepiedin the United Stales of America,

In accordance with Governmen! Auditing Standards, we have alsc issued our repont doted Augusi 29,
2007, on our consideration of Beaver Island Community School's internal control over financial reporting
and on our tests of its compliance with cerlain provisions of iaws, regulations, confracts, and grant,
agreements and other maiters. The purpose of that report is o describe 1he scope of cur testing of
internal confrol over financial reporiing and compliance and the resulls of that testing, and not 1o
provide an opinion on the internal control over financial repaorting or on compliance. That reporf is an
infegrat part of an cudit performed in accordonce with Government Audifing $fandards and should
be considered in assessing the results of our audit.
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Beaver sland Community School
Beaver sland, Michigan

The management's discussion and analysis and the budgetary comparison information are not @
required part of the basic financiol statements but are supplementary information required by
accounting principies generally accepled in the United States of America. We have cpplied certain
limited procedures, which consisted principally of inguiries of managemeni regarding the methods of
megsurement and presentation of the required supplementary information. However, we did not audit
the information and express no opinion on it.

Cur gudit was conducted for the purpose of forming opinions on the financial statementis that
collectively comprise Beaver Isiand Community School's basic financial statements, The
accompanying other supplemental information is presenied for purposes of addilicnal analysis and is
not a reqguired part of the basic financicl statements, Such informalion has been subjected to the
auditing procedures opplied in the audil of the basic financidal statements and, in our opinion, is fairly
stated in all material respecis in relation 1o the basic financial statements taken as a whole,

AHQ‘MM'{QO‘,

CERTIFIED PUBLIC ACCOUNTANTS
Petoskey, Michigan



Beaver istand Community School

! 37895 Kings Highway
Beaver island MI 49782

phone {231) 448-2744

fax {231) 448-2919
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Management's Discussion and Analysis

Overview of the Basic financial Statements

Beaver Island Community School's, (the "Schoal's”) basic financial statements include
govemment-wide stalemenis, fund finonciol siatements ond notes o the fnoncial
statements. This report also contains required and other supplemental information in
addition to the basic financial siatements.

Government-wide Financial Siatements

The govermment-wide financial stalements report information on all of the School's
nonfiduciary funds. The government-wide statements are designed to provide readers
with a broad overview of the School's finances, in @ manner similar o o private-sector
business.

The Statement of Net Assels disploys all of the School's assets and liabilities, with the
difference repored as net assets. Al fong-term assets and debl obiigalions are
presenied.

The Statement of Activities focuses on the gross and net cost of the various functions
within the School [instruction, support services, efc.}, which are supported by the School's
general revenues {property taxes, unresiricied state qid, eic.).

Fund Financial Statements

The fund financial statements report on the governmental funds. with an emphasis on
- major funds. Major funds are defermined by the level of activity within the various funds.
The focus of the fund financiat sfatements is on the sources and uses of funds during the
current vear,

The fiduciary fund is also presented; separate from the governmental funds, due to the
fact that these assets do nol represent assefs of ithe School. These assefs are not
presented as part of the Government-wide financial statements.

Beaver lsland Community School maointains  five individual governmental funds.
information s presented separaiely in the governmenial fund balance sheet ond the
governmental fund siatement of revenues, expenditures and changes in fund balances
for the generol fund, which is considered a magjor fund.

Board of Education Members
Barb Schwartzfisher, President; Dawn Marsh, Vice President: Sharon Nix. Treasurer:
Nancy Tritsch, Secretary; Trustees: Brian Cole, Tina Drost, Gail Weede

Superintendent/Principal
Kathleen McNamara
kittym@beaverisiand. k12.mi us




Data from ihe other four govermmental funds are combined into @ single, nonmajor
governmental funds column.  Individual fund data for each of these nonmajor
governmental funds is provided in the form of combining statements in the Other
Supplernental Informotion section of the repor.

Notes to the Financial Statements

The notes provide addifional information which 15 essential to a tull understanding of the
gata provided in the government-wide and fund financial stalements.

Government-wide Financial Analysis
The table below summaiizes the District's net assefs as of June 30, 2007:

Beaver Island Community School's Net Assels
June 30, 2007 and 2004

2007 2006
Assets
Cunent and other assets 3 387743 $ 287,677
Capital assets - net of accum. dep. [,147,440 1,132,010
total gssets 1,535,183 1,426,687
Liabilities
Current liabilities 161,058 330,070
Noncurrent liabilities - -
Tolal liatilities 161.058 330,070
Net Assels
Investment in capital assets, net of reloted debt 1,147,440 ©86.280
Resfricted 57.414 ©.920
Unrestricted 169,277 100,417
Total net assefs $ 1.374,125 ¥ 1.096.617

Al the end of the fiscal year, Beover sland Community Schoo! is able to report positive
baoiances in all three categories of netl assets. The largest portion of the Schools net
assefs 5 is investment in capital assets {lond, construction in progress. buildings.
equipment and vehicles); less any relaied debt used 1o acquire those assets that are still
outstanding. The School uses these copital assels in providing educational services;
conseguently, these assels are notf available for fuiure spending.

The second portion of nel ossels. restricied net assels, represents resources hat are
subject fo external restrictions on how they may be used. This would include restrictions
for debt service and capital projects expenses.

The remaining porfion of net assets. unrestricted net assets, may be used ot the School's
discretion 1o meet ongoing obligations.
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The results tor the School as a whole are reported in the Siatement of Activities, which is
summarnzed below:

Beaver Island Community School’'s Change in Net Assets
Years Ended June 30, 2007 and 2004

2007 2006
Revenue
Frogram revenue;
Charges for services $ 4,240 $ 4,194
Grants and contributions 251,558 243,414
General revenue:
Property taxes 1,463,505 1,344,275
State aid, unrestricted 135,953 115,607
Interest and investment earnings 10.8%0 8.251
Other 44,213 23.037
Total revenues 1,910,359 1,738,778
Function/Program Expenses
Instruciion 200,716 840,711
Support services 621,079 646,827
Food services 24,631 24,221
Athletics 35,100 24,652
Community services 1,911 -
Interest/fees on long-term debt 7.567 16,436
Depreciation {unallocoted) 41,847 35,978
Total expenses 1,632,851 1,588.819
Change in net assets 277.508 149,959
Net assets - beginning of year 1.096,617 946,658
Net assets - end of year $ 1.374.125 $ 1096617

As reporied adbove, the School recorded $1,632,851 of expensas. The mgjority of the
School’s activities were funded by property taxes, grants and contributions. The stale

approved funding iast year jor “isolated Districts™ which represents over 80% of the
district's state aid.

The School experienced an incregse in net assets of $277,508. in the fund financicl
statements debt and capital cuttay payments represent expenditures of avaiiable
spendable resources, however in the government wide siatements as noted above they
are nol curent expenses. Deprecialion is uvsed 1o raiobly expense these over the
eslimated fime to be benefited. That s why the fund financial statements indicale a

$104.510 surplus and the government wide statements indicate an increase in net assets
of $277,508.

111



Fund Financial Analysis

As of vear-end, the governmental funds reported o combined fund balonce of
approximaiely $234,185, which is 3104,510 more than the beginning of the year. The
increase was due primarily to unspent revenue in the Capilal Projects Fund of neary
$44,000 aond General Fund revenues exceeding expense by $57,000,

General Fung Budgetary Highlights

Fino! budgeted revenues were up from the original budgeled revenuss. |t reflectad
more {focdl revenue and state revenue. This was due, 1o the foct there wos no sfate aid
bl af adoption, nor had board of review changes been completed for property fax
values. Final budgeted expenditures were also higher than origindlly budgeted and
reflected a budget more in accordance with the state mandated chart of accounts.

Final actual revenues were within 2% of final budgeted amounts. Final aciual
expenditures were within 0.3% of the original budgeled amounis.

Capital Assefs

At lune 30, 2007 the School hod $1,672,982 invested in capiial assels. The following table
summarizes the capital asset activity for the year,

Beaver Isiand Community Schools Capiiat Asset Activity
Year Ended June 30, 2007

July 1, 2006 Additions Cisposals June 30, 2007

Land ond improvements 3 92228 % - ¥ - 3 92,228
Construction in progress - 13,768 - 13,768
Buildhings and improvements 1,501,454 13,081 - 1,516,535
Yehicles 17,522 - - 17.522
Eguiprment 11.500 21.429 - 32929

Totol capital assels 1,622,704 50,278 - 1,672,982

Less accum, depreciation (483,68 4] {41,847} - [525,541)

Net copital assets $ 1300 % 8431 % - $ 1.147.44)

The majority of the capital assets additions pertained to sinking fund expenditures,
including general building improvements,
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Debt Outstanding

Beaver Island Community Schools’ Debt Activity
Year tnded June 30, 2007

July 1, 2006 Additions Reductions  June 30, 2007
Bonds poyoble 3 135000 % - 3 135000 % -
Land contract 17,730 - 17,730 -
Early retirement incentives 17,964 7,500 17,966 7,500
3 170,696 7500 % 170,696 % 7.500

Economic Factors

While the population of Beaver slond 5 growing fasier than the state, the school
enroliment is not growing. The island's popuiation is older than the state averoge with 55%
of the Bsland's populaiion 45 and older. The median income of parents with children is
significantly lower than the state averoge with most famiilies reporting in the low and
middle income groups. Most of the children in the district hove two parents who work
and most parents work in jobs that do not require post secondary education, (Based on
summary of work by Bettie Landaue-mMenchik, Director, Data Services Unit, K-12
Qutreach, MSUJ.

The district recognizes that the student populaiion is showing a downwaord frend and that
economic gevelopment which supports jobs that do reqguire post secondary education is
essential o the continued vitality of the district. if current economic and population
trends continue, student enrcliment will fall below 70.

A 3.95 million school bond issug was passed in August of 2007 with @ building project to
be completed by fall of 2009, 1t is hoped that on improved facility will encourage
younger families to remain on the slond or relccale o the islond.

Financiol Contact

The School's financial statements are designed to present users with a general overview
of the District's finances. Quesiicns concerning any of the informaotion provided in this
repoit or requests for additional financial informaiion should be direclied towards the
Business Office, Beaver lsiandg Community School,



BEAVER ISLAND COMMUNITY SCHOOL
Statement of Net Assets

Assels

Cumrent Assets
Cash
Due from other governmenial units
Due from Fiduciory Fund
Prepoid expenses

Total current assets

Noncurrent Assets
Copital assets
Less: accumulated depreciation

Total noncurent assets

Total assets

Liabilities and Nef Asseis

Current liabilities
Accounis poyable
Fayroll deductions and withholdings
Accrued expenses
Accrued interest payable
Salaries payable
Deferred revenue
Noncurrent liabilities, due within one year

Total current lighilifias

Noncurrent liabilities, Net of Current Portion
Early refirement incentives

Total iabilities

Net Assets

Investment in capilal assets, net of related debt

Resirictad for debt sarvice
Restricied for capital projects
Unrestrncted

Total net assets

Telal liakilifies and nat assetls

See oecoompanying noles to the basic financiat staterments.

June 30, 2007

3

Governmental
Activitias

3 333,996
32,557

11,789

2,407

387.743

1,672,982
(525,542)

1,147,440

3 1,535,183

$ 11,869
924

44 437

78.828

17,500

7,500

161,058

161,058

1,147,440
7.925
49,489
169,271

1,374,125

3 1,535,183




BEAVER ISLAND COMMURNITY SCHOOL
Statement of Activities
Year Ended June 30, 2007

Net Revenue
[Expense) and
Changes in Net

Program Revenues Assetfs
Operating
Charges for Grants and Governmental
Expenses Services Contributions Activities
Funciions/Pregrams
Governmental Activities:
Instruciion $ 200,716 - $ 89,348 % (811,348)
Support services 621,079 : - 138,687 (482,392)
Athletics 35.100 - 7.000 (26,100)
Food services 24.63) 4,240 14,523 (5,868}
Communify services 1.911 - - {1,911}
interest/fees on long-term delbt 7.567 - - (7,567}
Depreciation {unallocated) 41,847 - - {41,847}
Total governmental activities 3 1,632,851 $ 4,240 $ 251,558 {1,377.053)
Generai revenues:
Taxes:
Property toxes, levied for general purposes 1,227,194
Property taxes, levied for debt services 146,625
Property taxes, levied for capital expendiifures 89,686
State aid, vnrestricted 135,953
interest and investment eamings 10,890
Other 44,213
Total generol revenues 1,654,561
Change in net asseis 277.508
Net assets - beginning of year 1.096,617
Net assets - end of year $ 1,374125

See accompanying noles 1o lhe basic financial siclements. 4



BEAVER ISLAND COMMUNITY SCHOOL

Governmental Funds
Balance Sheet
June 30, 2007

Assets

Cash

Due from other fundis

Due from other gevernmenial uniis
Frepoid expenses

Total assets

Liabilities and Fund Baldances

Liabilities:
Accounts payable
Due o other funds
Pavroll deduciions ond withholdings
Accruad expenses
Sataries payable
Defered revenue

Total abilities

Fund Balances:
Reserved for prepaid expenses
Reserved for debt service
Reserved for capital improvements
Unreserved:
Undesignated

Total fund balances

Total Habkilities and fund
balances

S=2e accomponrying notes to the basic inancial stalernents.

5

OCther
NoNmMaojor
CGovemmenial
General Funds Total
$ 226,368 $ 107,628 333,996
53,750 - 53,750
29.812 2,739 32,551
2,407 - ¢.407
$ 319,337 $ 110.367 429,704
$ 1,064 3 10,805 11.869
- 41,951 41,961
g24 - 924
44,437 - 44 437
78,828 - 78.828
17.500 - 17.5Q00
142,753 52.766 195,519
9.407 - %.407
- 7.925 7,925
- 49 489 49,489
167177 187 167.364
176,584 57.601 234,185
5 319.337 $ 110,367 429,704




BEAVER ISLAND COMMUNITY SCHOOL
Governmental Funds
Reconciliaiion of Balance Sheet of Governmental funds to Net Assefs
June 30, 2007

Tofal Fund Balances - Governmental Funds

Amounts reported for governmenial activities in the siatement

of net assets are different becaouse:

Capital assets used in governmental activities are not financial
resources and are notreporned in the governmental funds

balance sheet

Cost of capital assets
Accumulated depreciafion

Early refiremeni incentives

Total net assels - governmental activities

See gocomponying notes (o the basic financial stotements,

6

$ 234185
1,672,982
[525,542)
[7.500}

3 1.374.125




BEAVER ISLAND COMMUNITY SCHOOL
Governmental Funds
Statement of Revenues, Expenditures and Changes in Fund Balances
Year Ended June 30, 2007

Revenues
Local sources
Stale sources
Federal sources
Interdistrict and other sources

Total revenues

Expenditures

Current:
Instruction
Support services
Athletics
Food service
Community services

Debt servica:
Principal
interest
Other

Capital cutlay

Total expenditures

Excess {deficiency) of
revenues over expenditures

Other financing sources (uses)
Operating transfers in
Operating fransfers out

Total other financing
sources (uses)

Net change in fund balances

Fund balances - beginning of year

Fund balances - end of year

See accompanying notes io the basic financial stalements,

7

Other
Nonmaojor
Governmental
General Funds Total

$ 1,280,597 3 251,252 1,531,849
161,832 2,172 164,004
26,398 12,351 38,749
175,758 - 175,758
1,644,585 265,775 1,910,360
211,182 - 211,182
621,079 - 621,079

- 35,100 35,100

- 24,631 24,631

1,911 - 1,911

- 152,730 152,730

- 8,235 8,235

- 704 704

21,429 28.849 50,278
1,555,601 250,249 805,850
88,284 15,526 104.510

- 31,968 31,948
(31.948) - {31.948)

(31.968) 31,948 -

57,016 47,494 104,510
119,548 10107 129,475

3 176,584 % 57,601 234,185




BEAVER ISLAND COMMUNITY SCHOOL
Governmenial Funds
Reconciliation of the Statement of Revenuves, Expenditures
and Changes in Fund Balances of Governmental Funds
to the Stetement of Activities
Year Ended June 30, 2007

Net Change in Fund Balances - Total Governmental Funds

Arnounis reporied for governmenial activities in the statement
of net assets are different because:

Capitad outiays are reported in governmenicl funds as expendifures.
However, in the siaiement of activiiies, the cost of those assetsis
allocated over their estimaied useful lives os depreciation expense:

Capital outlay
Depreciation expense

Repayment of long-lerm debt is an expendifure in the governmenial
funds, but the repayments reduce fong-term liabilities in the
statement of net assets:

Bonds
Land contract
Eary retirement incentives

In the siatement of activities, early retirement incentives are
measured by the amounts earned duning the yvear. In the
governmental funds, expenditures for these items ore measured
by the amount actually paid.

Interest on long-term debt in the statement of activilies differs
from the amount reported in the governmental funds because
inferest is recognized as an expenditure in the funds when it is
due. and thus requires the use of current finaoncial resources, In
the statement of activilies, however, inferest expense is recognized
os The interest accrues, regardless of when it is due.

Change in net assels - governmenial activities

See accompanying noles to the pasic financial statements, 8

3 104,510

50,278
(41,847}

135,000
17,730
17,966

{7,500)

137

3 277,508




BEAVER ISLAND COMMUNITY SCHOOL
fFiduciary Fund
Statement of Fiduciary Net Assets
June 30, 2007

Student
Activities
Agency Fund
Assets
Cosh 3 26,436
Liabilities
Due to general fund % 11,789
Due to student groups 14,647
% 26,436

see aoeompanying nates 1o the basic linancial siatements., 9



NOTE 1.

BEAVER ISLAND COMMUNITY SCHOOL
NOTES TO FINANCIAL STATEMENTS
June 30, 2007

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Beaver BBland Community School {the "School District”) operates under a Board-
Superiniendent form of government and provides educaltion services 1o ifs residents. The
accounting policies of the School Distiict conform 1o occounifing principles generally
accepied in the United Stotes of America [GAAP) as applicable fo governmentald units. The
following is a summaory of the significont policies used by the School District:

Reporiing Entify

The accompanying financial statements have been prepared in accordance with criferic
establishad by Governmental Accounting Standards Board Statement {GASBS) No. 14 {and
amended by GASBS No. 3%}. GASBS 14 stales the primary basis for determining whether
oulside agencies and organizations should be considered component unils of the School
District and included in the Schoo! District's financial statements is financial accouniabiiity,
Financial accountability has been defined as follows: A primary govemment has substantive
auythority to appoint a voting maiority of the component unit's board; the primary
government is either able 1o impose ifs will on a component unit or there is o potential for
the componeni unit to provide specific financial burdens on the prirnary government; and
the component unitis fiscally dependeni on the primary govermment. The School District has
no component units.

Basic Financial Statements — Overview

The School Disirict's basic financial statemenis include both govemment-wide [reporiing the
School Disirict as a whole) and fund financial statements (reporting the School District’s
major funds). Both the government-wide and fund financiai statements categorize primary
activities as either governmental or busingss-type. Governmental activities, which normailly
are supported by taxes and intergovermnmental revenues, are reported separately from
business-type activilies, which rely to a significant exient on fees and charges for supgert.
All of the School District's octivilies are considered governmental activities,

Basic Financiol Statemenis — Government-Wide Statements

The govermnment-wide financial statements report information on all of the nonfiduciary
aciivities of the primary governmeni. These statements ore reporied using 1he economic
resources measurement focus and the full accruat basis of accounting. As o general rule,
the eftect of interfund activity has been eliminated from the government-wide financial
statements. The government-wide focus is more on operationat efficiency, the sustainability
of the Schoo! District as an enlity and the change in the Scheol District's nef assets resulting
from the cument year's octivities.

in the government-wide Sictement of Net Assels, the governmental activities column i
presenied on o consolidated basis. Due 1o the full accrual, economic resource basis. all
long-term assets and receivables, as well aslong-term debt and obligations are recognized.
The school District's net assets are reported in three parns - invested in capital assets, net of
related debft; restricted net assets; ond unresiricied net assets. The School District first ulilizes
restricted resources to finance aualitying activities,



NOTE ).

NOTES TO FINANCIAL STATEMENT - CONTINUED
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED
Basic Financlal Statements - Government-Wide $tatements - Continued

The government-wide Statement of Activifies, due ¢ the {Ull accrual, economic resource
basis, records revenue when i is sarned ond expenses when a liakiiity isincured. regardiess
of the fiming cofrelated cash flows. The Statement of Activities demonstrates the degree fo
which the direct expenses of o given funclion are offset by program revenues. Direct
expenses are those that are clearly identifiable with a specific function. Program revenue
includes {1} charges to cusiomers who purchase, use or direcily benefit from goods, services,
or privileges provided by o given funciion and [2) grants and contributions that are restricted
to meeling the operafional or capital reguirements of o paricular function. Taxes,
unresiricted Stoie Ald and otheritems not properly included among progrom revenues are

reporied as genergl revenue. Any net costs, by function, are allocated to the general
revenue,

Basic Financial Statements - Fund Financial Stetements

The financiol fransactions of the School District are reporied in individual funds in the fund
financial statements. The operaiions of each fund are accounted for with aseparate set of
self-balancing accounts that comprise ifs assets. liabilifies, fund equity, revenues ond
expenditures. The emphasis in the fund financial statements is on the major funds in the
governmenial aclivities category. GASBS No, 34 sets forth minimum criteria {percentage of
the assets, liabilities, revenues or expenditures of the governmental funds) for the
deiermination of major funds. The School District's major fund, as described below, is the
General Fund, Non-major funds by categoery are summarized into @ single column.

The governmental funds financial statements are reported using the cumrent financial
resources measurement focus and the modified accruat basis of accounting. Revenues are
recordedin the accounting period in which they become both available and measurable.
Revenues are available when received within the current period or within 60 days after vear
end. Expenditures are recorded in the accounting period in which the liability is incurred.
The exceplion to this general rule is principal and inferest on general obligation long-ferm
debt, if any, 1$ recognized when due.

The focus of the fund financial statements is upon the detemmination of financial posifion and
changes in financial position {sources, uses, and balances of financial resources).

Govermnmeni resources are allocoled to and accounted for in individual funds based upon
the purpases for which they are to be spent and the means by whicnh spending acflivities are
conirolled. The various funds are grouped, in the financial statements in this report, intc
generic fund types and broad fund categories as follows:

Governmental Funds

Governmental funds are those funds through which most school district functions typically
are financed. The acquisifion, use and batances of the School District's expendable
financial resources and the related curent licbilities ore accounted for through
governmental funds.

General Fund - The General Fund is used to record the general operations of the Schocol
Districi pertaining to education and those operations not provided for in other funds. The
General Fund is o major fund of the School District,



NOTE 1.

NOTES TO FINANCIAL STATEMENT - CONTINUED
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

Basic Financial Statements - Fund Financial Statements - Continueg

Governmental Funds - Coniinued

Special Revenue Funds - Special Revenue Funds are used 1o account for the proceeds of
specific revenue sources that are restricted 10 expenditures for specified purposes.

School Service Funds - The Schoo! Service Funds are used to segregate, for
adminisirative purposes, the fransoctions of a pardicular actlivity from regular
revenue ond expenditure accounts. The School District maintains full control of
these funds, The School Service Funds mainicined by the School District are the
Caofeteria and Athietic Fund.

Debt Service Funds - The Debt Refirement Funds are used to record tax and interest revenue
and the payment of interest, principal and other expenditures on long-term bonded debt.
The Debt Service Funds maintained by the School District is the General Obligation Fund.

Capiial Project Funds — The Capital Project Funds are used 1o record bond proceeds, fox
revenues, or ofher revenue. and the disbursernent of monies specifically designated for
acquiring new school sites, buildings. equipment, and for major remodeling and repairs.
These funds are kept open untl fhe purpose for which they were crected has been
accomplished. The Copiial Project Fund maintained by ihe Scheol District is the Sinking
Funa. The Sinking Fund was approved by the voiers for a period of five years, fiscal 2003
through 2007 10 levy an amount not to exceed 1 mill on all propery for construciing,
remodeling and repairing school buildings and developing ond improving sites. For this fund,
the School District has compiled with the applicable provision of §1212 {1} of the Revised
School Code and the applicable section of the Revised Bulletin for Schooi District Audils of
Bonded Construciion Funds and of Sinking Funds in Michigan.

Fiduciary Funds

Fiduciary Funds are used to account for assets held by the School District in g frustee or
agency capacity for others and therefore are not avoilabie fo support School District
programs. Since these funds connot be used to address activities or obligations of the
School Disirict, these funds are not incorporated info the government-wide staiements,
Fiduciary fund siatements are reported using the economic resources measurement focus
and the accrudl bosis of accounting. The following agency fund is presented in the
Statement of Fiduciary Net Assets:

Student Activities Agency Fund — The School District presently maintains a Student
Activities Agency Fund fo record the fransaciions of student groups for school and
school-related purposes. Tne funds are segregated and held by the School District
for the students.

Cash and Cash Equivaients

Cash and cash equivalents include cash on hand. demand deposits and other accounts
that have the general characteristics of demand deposits.



NOTE I:

NOTE 2:

NOTE 3:

NOTES TO FINANCIAL STATEMENT - CONTINUED
SUMMARY OF SIGNIFICANT ACCQUNTING POLICIES — CONTINUED

Capital Assets

Capital assets, which include land, buildings, equipment and vehicles, are reported in the
Statement of Net Assets in the govemment-wide financial statements. Capital assets are
defined by the Schooi District as assets that are purchased or acquired with an original cost
of $5.000 or more ond an estimated useful life in excess of one year. Such assets are
reported ot historical cost or estimated historical cost. Contributed assets are reported ot
fair market value as of the date donaled. Additions, improvements and other capiial cutlay
that significantly extend the useful lite of an asset, orincrease its capacity or efficiency, are
capitalized. Other costs incurred for repairs and maintenonce is expensed s incured.
Depreciation on all assels is provided on the siroight-line bosis over the following estimated
useful lives;

Buildings and improvements 20-50 years
Furniture and other equipment 5-15 yedars
Vehicles 7 years

Comparative Data

Comparative jotal data for the prior vear is not included in the School District's financial
statements.

BUDGETING [COMPLIANCE

The School District is required under Public Act 4621 to adopt a budget for the General and
Special Revenue Funds. Annual budgeis are adopted on a basis consistent with generaliy
accepted accouniing principles ond State Tow for these funds. State law requires the
School District 1o have iis budget in place by July 1. Expenditures in excess of amounts
budgeted are a violation of Michigon low. Stote law permils dislricts to amend their
budgets during the year. All onnual appropriations lapse ot year-end.

The presentation of budgetary information is required for the General Fund and all major
Special Revenue Funds. (The School District does not have any maoijor Special Revenue
Funds). In the required suppiemenial information sechion, the School Distiict's aciual and
budgeted expendiiures for the General Fund are presenied.

CASH

Cash Deposits

State statuies and the School District's investment policy authorize the School District to
make deposits in the accounts of federally insured banks, credit unions, and savings and
loan associafions that have an office in Michigan; the School District is allowed to invest in
U.S. Treasury or Agency obligations, U.S. government repurchase agreements, bankers'
acceptances, commercial paper rated prime at the fime of purchase that matures not
more than 270 days after the daie of purchase, mutual funds, and investment pools that are
composed of oauthorized investment vehicles. The School Districts deposils are in
accordance with statutory authority.



NOTE 3:

NOTE 4:

NCTES TO FINANCIAL STATEMENT - CONTINUED
CASH - CONTINUED

Cash Deposits - Continued

Custodial Credit Risk — Deposifs. Custodial credit risk is the risk that in the event of a bank
failure, the School District's deposits may not be returned 1o it. The School Gistrict does not
have o deposil policy for custodial credit risk. At yeor-end, the camnving amount of the
Schoof Disirict’s deposits for both governmental activilies and fiduciory funds was
$340.432 and the bank bolonce was $393,857. Of the bank balance, $200,000 was coverad
by federal depository insurance. The remoining $193.857 was uninsured and uncollateralized.
Stote siatules prohibit security in the form of collateral, surety bonds or another form be
faken for the deposit of public funds.

PROPERTY TAXES

Property taxes are levied and become a lien on property as of December 1 on the State
faxable valuotion of property in the School District as of the preceding December 31.

Property taxes are recognized as revenue in the fiscal year they are levied. The michigan
School Accounting Manual requires property taxes receivable be wrilten off in the current
year if not received within 50 days of ihe end of the orevious vear. This applies to both the
government-wide [full accrual) and the fund (modified accrudl] financial siatements. There
is no significant departure from the tull accrual basis of accounting using this method,

The 2004 State taxable valuation of non-homesiead property as of June 20, 2007 for Beaver
lsland Community School fotaled $77.890,916, on which taxes levied consisted of 15.7908
mills for operating purposes. The fotal taxable valuation of the School Disirict was
$100,705.531, on which faxes leviea consisied of 1.440 mills for debt retirement and 0.8218
milt for Sinking Fund expenditures, These amounts are recognizedin the respeclive General,
Debt Service and Capitai Project funds.

Classification of assessed property befween homestead vs. non-homestead is subject 1o
change. in addifion, Michigan Tax Tribunal and Board of Review changes throughout the
vear affect the total taxable valuation.



NOTES TO FINANCIAL STATEMENT - CONTINUED
NOTE &:  CAPITAL ASSETS

Capital asset activity for the School District’s governmental activities was os fcllows:

Bolonce Balonce
July 1, 2004 Additions Disposals June 30, 2007
Assels not being depreciated:
Land ond improvements $ 92228 3 - $ - 3 92,228
Construction in progress - 13,768 - 13,768
Subtotal 92,228 13,768 - 105,996
Capital assets being deprecicied:

Bulldings and improvermeanis 1,501,454 15.081 - 1,516,535

Yehicles 17,522 - - 17.522

Equipment 11,500 21,429 - 32,929
Accumuiated depreciation:

Buildings and improvements {483.494) (47 ,847) - [525.541)
Met capital assets being deprecicied 1,046,782 {5.337) - 1.041.445
Govemmentol aclivities net

copital assets $1.139.01¢ % 8431 3 - 3 1147441

Governmental activiies depreciatfion expense was charged as foliows;

Uncllocoted $ 41.847

NOTE 6: CONSTRUCTION COMMITMENTS

The school district has active construction projects at year-end. The projecis include:

Project Expended io
Estimates June 30, 2007 Committed
Door and window $ 18,510 $ 10,380 $ 8,130
School addition and renovation 4,112,493 3,388 -
$ 4131003 3 13,748 3 8,130

See the subsequent events footnote for future funding of the school addifion and renovation
project.



NOTE 7:

NCTE8:

NOTE 9:

NOTES TO FINANCIAL STATEMENT - CONTINUED

INTERFUND RECEIVABLES, PAYABLES AND TRANSFERS

The interfund balances within the school disirict are as {ollows:

Interfund Interfund
Receivable Povable

General Fund $ 53,750 3 -
Cateteria Fund - 3,487
Debfi Service Fund - 3,210
Caopital Project - 35,264
Ficduciary Fund - 11,789

3 83.750 3 33730

The interfund bolances are for other fund expenses paid from the general fund and the

result of $25.000 being deposited into the Capital Project Fund rather than the Generol Fund
in emor.

interfund transfers consist of the foliowing:

The General Fund made fransfersin the amounts of $5,8468 to the Cateteria Fund and $24.100
to the Athletic Fund. The General Fund maokes fransfers on a vearly basis fo supporf these
funds.

DEFERRED REVENUE

Deferred revenue in the governmeni-wide and the fund financial staiements consists of
categorical and other grant monies received but not yet earned at year end. Defered
revenue in the fund financicl statements also consists of monies that are noi considered
both ovailable ond measvrable. Deferred revenues for the yeor ended June 30 2007 are
comprised of the following:

Grant Unearned Unavailable

Summer School! % 2,000 % 2,000
Piayground equipment 15.500 15,500
% 17,500 % 17,500

SHORT-TERM DEBT — STATE AID NOTES

The Schoolissues Tax Anficipafion noies in advance of property fax receipts, depositing the
proceeds in the Generai Fund. This nole wos necessary because property tax payments
were not received before December of the school yvear.

Shorf-term deb activity for ihe year ended June 30, 2007, excluding interest expense of
$8.030 was as follows:

Beginning Ending
Balance tssued Redeemed Ralance

Tax Anficipoiion Noie $ - $ 400,000 $ 400,000 $ -




NOTE 10:

NOTE T 1.

NOTES TO FINANCIAL STATEMENT - CONTINUED

LONG-TERM DEBT

The foliowing is o summary of ithe School District's governmental activities fong-term debi
fransaciions for the year ended June 30, 2007:

Amount
Beginning Ending Cue Within
Boiance additions Reductlions Balonce One Year
Bonds and notes payable:
General obligation debt $§ 135000 % - § 13000 % . %
Other liabiiities;
Land coniract nots 17,730 - 17,730 - -
Eorly refirement incentives 17.966 7,500 17,946 7.500 7,500
Total governmanial octivilies
long-term licbifties § 1704696 % 7500 % 170496 % 7500 § 7.500

Long-term debt payable at June 30, 2007, is comprised of the following individual
insiruments;

Relirement agréement due in an annual installment

of $7.500 on January 31, 2008. $ 7500
Totol governmental acftivities general obligatfion debt 3 7500

DEFINED BENEFIT PENSION PLAN AND POST EMPLOYMENT BENEFITS

The Beaver kland Community School contributes io the Michigon Public School Employeeas
Relirement Systermn [MPSERS], a cost sharing, multiple employers. siate wide public employee
refirement pton governed by the State of Michigan and created in 1915, MPSERS was
esfablished by the Stote of Michigan for purposes of providing refirement, survivor and
disability benefits to the Staie's public school employees. MPSERS now operaltes under the
provisions of Public Act 300 of 1980, uas amended. MPSERS issues a publicly available
financial report thot includes financial statements and required supplemeniary informaiion
for MPSERS. That report may be obloined by writing to Michigan Public Schoc! Employees
Retirement System, 7150 Harls Drive, P.O, Box 30028, Lonsing, Ml 48909-7526 or by caling
(517) 322-8278.

Prior to January 1, 1990, MPSERS provided a choice of two refirerent plans, the Basic Plan,
which required no employee contribution and the Member investiment Pian [MIP]. For
members hired on Jonugary 1, 1990 or aller, membership in MIP is mandatory. MIP members
are required fo confribute 3 to 4.3 percent of their annual covered salary and Beaver slond
Comrnunity School is required to coniribute ot an actuorally determined rate, The current
rate s 17.74% of annual covered payroll, of which approximately 6.55% is for other post
employment benefits (see beiow}. The contribufion requirements of plan members and
Beaver Island Communify School are esiablished and may be amended by the MPSERS
Board.

The School District's contribuiion to MPSERS for the years ending June 30, 2007, 2006 and 2005
were $132,565, $119.812 and $105.995 respectively, equal io the required contributions for
each year.



NOTE 11:

NOTE 12:

NOTE 13:

NOTES TO FINANCIAL STATEMENT - CONTINUED
DEFINED BENEFIT PENSION PLAN AND POST EMPLOYMENT BENEFITS — CONTINUED
Ofher post employment benefils
Also under the MPSERS Act, dll relirees have the option of continuing health, denfal and
vision coverage which are funded on o cash disbursernent basis. Refirees having thess
coverages contribute an amount approximately equivalent to the monthly cost for Part B

Medicare and 10% of the monthly premium amount for heaith, dental and vision coverages.

The number of plan paricicants and other retevant financial information consisted of the
following at June 30, 2006, the date of the latest actuarial valuaiion.

Eligible retired participants 157,163
Padicipants receiving benefils;
Healin 119,462
Dental/Vision 126,828
Expenses for the year $694,313.206
Payroll contribuiion rale 6.55%

RESERVES AND DESIGNATIONS OF FUND BALANCES

Major Governmental Funds

General Fund - The General Fund's reserved fund balance inciudes amounts for prepaid
SXpPenses,

Nonmajor Governmental Funds

Capital Project Fund - The Capital Project Fund has a reserved fund balance for the
acquistion and/or construction of major capiial assefs.

Debt Service Fund - The Debt Service Fund's reserved fund balance represenis resources
legally restricted for the paoyment of principdl and interest amounts maturing in future years.

RISK MANAGEMENT

The School District camies commercial insurance for risks of 1oss, including property and
employvee health insurance, Setftled cloims resuliing from these risks have not exceeded
commercial insurance coverage in any of the past three fiscol years.

The School District also belongs 1o the SEG Self-lnsured Workers' Disability Compensation
Fund, a public enfity rsk pocl curently operating as o common risk management and
workers' compensation insurance program for various schogl disticts throughout the state.
The School District pays an annual premivum for its workers' compensation insurance
coverage. The pool is self-sustaining through member premiums and reinsures through
commercial companies for cloims in excess of $500,000 for each insured event. Although
the Schoot Disirict could be ossessed charges beyond the annudl premium, the likelincod of
receiving such an assessment is minimol.
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NOTES TC FINANCIAL STATEMENT - CONTINUED
NOTE 14: SUBSEQUENT EVENTS

The voters approved a bonding proposal in the amouni of $3,950,000 for the purpose of
ereciing, furnishing and equipping an addifion 1o, and partially remodeling, furnishing and
refurnishing, equipping and re-equipping the Beaver land Community School; acguinng,
installing and equipping technology tor the addifion ond the Beaver lsland Community
Scheool; constructing, egquipping and relocating ¢ playground and play field, and
developing and improving the site.



REQUIRED SUPPLEMENTAL INFORMATION



Revenues
Local sources
Siaie sources
Federal sources
Interdisinct and other sources

Totd revenues

Expenditures
Current:
instruction:
Basic programs
Added needs
Support services:
Pupil
General administration
School administration
Business services
Operatficn and mainienonce
Other support services
Community services
Capital outlay

Total expenditures

Excess (deficiency) of
revenues over expenditures

Other financing sources (uses)
Operafing fransiers out

Net change in fund baolance
Fund balance - beginning of year

Fund balance - end of year

BEAVER ISLAND COMMUNITY SCHOOL
Required Supplementary Information
Budgetary Comparison Schedule
General Fund
Year Ended June 30, 2007

Variance with

Criginal Final Final Budget

Budget Budget Aclual Over/{Under}
$ 0 1,199540  § 1287940 $ 1,280,597 % (7,343)
139,500 161,903 161,832 (7))
24,500 23,255 26,398 3,143
177,37 4 201,358 175,758 {25,600)
1,540,914 1,674,456 1,644,585 {29.871]
711.09 835.120 795,603 [39,.517)
122,773 120,333 115,579 (4,7 54]
100,028 59,245 52.042 {7.203)
19,000 19,000 16,687 (2,313]
267,584 247,026 247,799 773
44,200 40,176 41,3%98 1,222
218,038 228,605 201.609 [26,996)
47,203 64,292 61,5044 {2,748)
- 13.611 1,211 [11,700)

21,429 21.429 21,429 -
1,551,346 1,648,837 1,555,601 {93,234)
(10,432) 25,619 88,984 63,365
{29,000 [42,669) {31,968) {10,701}
{3%.432) (17,050} 57,014 74064

119,568 119.548 119,568 -
% 80,136 3 102.518 $ 176,584 % 74,066

See accompanying notes 1o ihe basic financial ssatements. 20



OTHER SUPPLEMENTAL INFORMATION



BEAVER ISLAND COMMUNITY SCHOOL
Cther Supplemental Information
Combining Balance Sheet
Nenmajor Governmental Funds
June 30, 2007

Special Revenue Debt Service
Funds Fund
General Copitol
Cafelera Alhletic Obiigation  Project Fund Toial
Assets
Cash $ 1,361 3 - $ 11,135 $ 95132 $ 107,628
Due from other govermnmental unifs 2,739 - - - 2,73%
Total ossets 3 4,100 $ - $ 1135 $ 95132 3 110367
Liabilities and Fund Balance
Liabilities:
Accounts payable $ 426 $ - $ - P 10379 10,805
Due to other funds 3,487 - 3.210 35,264 41,961
Total liabilities 3,913 - 3,210 45,643 52,766
Fund Bolances:;
Reserved for debi service - - 7.925 - 7.925
Reserved for capitol improvemeanis - - - 49,48% 49,489
Urreserved.
Undesignated 187 - - - 187
Toigl fund balances 187 - 7,925 49,489 57,601
Total ligkilities and fund
balances $ 4,100 % - $ 11135 $ 95132 $ 110,367
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BEAVER ISLAND COMMUNITY SCHOOL
Other Supplemental information
Combining Statement of Revenues, Expenditures and Changes in fund Belances
Nonmajor Governmental funds
Year Ended June 30, 2007

Special Revenue Debt Service
Funds Fund
General Capital
Caleteria Athigtic Obligation  Project fund Total
Revenues
Local sources $ 4,240 $ 2,000 $ 147,595 $  20.417 251,252
State sources 2,172 - - - 2,172
Federal sources 12,351 - - 12,351
Toial revenues 18,763 9,000 147,595 90,417 265,775
Expenditures
Current:
Athletic - 35,100 - - 35,100
Food service 24,631 - - - 24,631
Debt service:
Principal - - 135,000 17,730 152,730
Interesi - - 8,235 - 8,235
Other - - 693 1 704
Capital outlay - - - 28.849 28.649
Total expenditures 24,631 35.100 143,928 46,590 250,249
Excess (deficiency) of
revenues over expendifures {5,868) (26,100} 3,647 43.827 15,526
Other financing sources (uses)
Operating transfers in 5,868 26100 - - 31,968
Total other financing
sources [uses) 5848 26,100 - - 31,968
Net change in fund balances - - 3.667 43,827 47,494
Fund balances - beginning of year 187 - 4,258 5,662 10,107
Fund balances - end of year 3 187 3 - 3 7,925 § 45,489 27,601
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Youth Consorfium
Isiander Booster Club
Board Account
Gullghorn Scholarship
5th/sth Grade

7th/8th Grade

Junior Class

Senior Class
Lockwood Memaorical
SADD

National Honor Society
Student Council
Schoolyard Garden Fund
Yearbook

Total

BEAVER ISLAND COMMUNITY SCHOOL
Cther Supplemental Information
Sfatement of Receipts and Disbursements
Fiduciary Fund
Year Ended June 30, 2007

Balance 2006-2007 Balance
June 30, 2006 Receipts Disbursements June 30, 2007
h 11,948 $ 14,140 3 15,902 3 10,206

4,282 13,159 13,782 3,659
{1.063} 210 106 {959)
4,450 - 1,750 2.700
3,205 6.771 7.335 2.64)
[3.499) 4,804 8,539 {7.234)
4,93) 721 5,030 622
- 4.419 2,885 1.534
240 - - 240
228 - - 228
- 58 57 ]
364 246 538 72
600 - - &00
- 1,835 2,198 [363)
3 26,406 $ 46,363 $ 58,122 $ 14,647
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INTERNAL CONTROL, COMPUANCE AND OTHER MATTERS



"Q Hill « Schroderus & Co., LLP

Certified PUDIIC Accountants & Coneultants
August 29, 2007

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND
ON COMPLIANCE AND CTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Superintendent and Board of Education
Beaver Island Community Schoo!
Beaver Island. Michigan

We hove audited the generdl purpose financial statements of the governmenial activities, each
major fund and the aggregate remaining fund information of Beaver lsiand Community School as of
and for the yeor ended June 30, 2007 which collectively comprise Beaver island Community School's
basic financial sictements and have issued our report hereon dated August 29, 2007. We
conducted our oudit in accordance with auditing stondards generally accepted in the United
States of America and the standards applicable to financial audiis coniained in Govermnment
Audiling Sfandords, issued by the Comptroller General of the United States.

Internal Control Over Financial Reparting

i planning and performing our audit, we considered Beaver isiond Community Schodi's internal
control over financial reponing in order o determine our oudifing procedures for the purpose of
expressing our opinions on the finoncial stiatements and not to provide an opinion on the internal
control over finoncial reporting. Accordingly, we do not express an opinion on the efiectiveness of
the Beaver island Community School's internal control over financiol reporiing.

A conirol deficiency exists when the design or operation of G conirol does not allow management
or employees, in the normal course of perorming their assigned functions, 1o prevent or delect
misstafements on a fimely basis. A significant deficiency is a confrol deficiency, or o combination of
control deficiencies, thal adversely affects the entity's ability to infliate, authorize, record, process, or
report financial data reliably in accordance with generally accepted accounting principles such
that there is more than a remote likelihood that a missiatement of the entity’s financial siatements
thatis more thaninconsequenticl will not be prevented or detected by the entity's internal control,

A material weakness is a significant deficiency. or a combinaiion of significant deficiencies, that
rasults in more than a remote likelinood that a matertal misstatement of the finarcial statements will
not be prevented or detected by the enlity's internal control.

Qur consideralion of the internal control over financial reporting was for the limited purpose
described in the first paragraph of this seciion and wouid not necessarily identify all deficienciesin
internal control that might be significant deficiencies or material weaknesses. We did not identify
and deficiencies in internal coniret over financial reporting thot we consider o be matericl
weoknasses, as defined above.
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Beaver lsland Community School
Beaver Island, Michigan

Compliance and other matters

As part of obtaining reascnable assurance about whether Beaver Island Community School's
financial siatements are free of materal misstatement, we performed fests of its compliance with
certain provisions of lows, regulations, contracts and grant agreements, noncompliance with which
could have a direct and material effect on the determination of financial statement amounts.
However, providing an opinion on complionce with those provisions was not an obijective of cur
audit, and accordingly, we do not express such an opinion. The results of our tests disciosed no
instonces of noncompliance or other motters that are required 1o be reported under Government
Auditing Standards.

This report is intended solely for the information and use of the management and Boord of
Education and s not intended 1o be and should not be used by anyone ciher than these speciiied
pariies.

Wl Selowrdownt U

CERTIFIED PUBLIC ACCOUNTANTS
Petoskey, Michigan



NO DATA COLLECTION FORM IS REQUIRED TO BE ISSUED TO THE BEAVER ISLAND COMMUNITY
SCHOOL FOR THE YEAR ENDED JUNE 30, 2007.



NO MANAGEMENT LETTER WAS ISSUED TO THE BEAVER ISLAND COMMUNITY SCHOOL FOR THE
YEAR ENDED JUNE 30, 2007.



